MARQUETTE-ALGER REGIONAL
EDUCATIONAL SERVICE AGENCY
FINANCIAL STATEMENTS
For the Year Ended June 30, 2005



TABLE OF CONTENTS

Independent Auditor's REePOT ... ... 3
Management's Discussion and ANGIYSIS ... 5

Basic Financial Statements
Government-Wide Financial Statements:

StatEmIEnt OF NEt ASSBES o i ittt ee et eeae e e e e e et it ar e r e et e e R b et e s et e nnes 13
SatEmMIEnt OF ATV S o ittt ettt et e ae et e e e e st e e e e s s s best e e e n e e et rn e aenernne 14

Governmental Funds:

e L T e e 1= 1= DUTRETUURE TR O PSS DO PP UPPTOPPIS 15

Reconciliation of the Governmental Funds Balance Sheet to the

Statement OF B A BB oo ittt r et e e et ar e et et e e ettt oot a e 16

Statement of Revenues, Expenditures and Changes in Fund Balance.............................o 17

Reconciliation of the Governmental Funds Statement of Revenues,

Expenditures and Changes in Fund Balance to the Statement of Activities.................... 18
Proprietary Funds:

SEAtEIMIEI OF B A SO S ..ottt oot e ettt e e v e e s e b a s a s 19

Statement of Revenues, Expenses, and Changes in Net Assets ... 20

SHAtEMEN OF CASN FlOW S ittt ittt e e e e s et e e ae e s e r e er e e rreests e s ae s s aa s s aas e e i s er e bn e s e e e e 21
Fiduciary Funds:

Statement of Fiduciary Net ASSEtS ... e 22
Notes t0 Financial StatemBntS e e cr e e e b e e e e s s e s n e e e 23

Required Suppiemental Information

General Fund — Statement of Revenues, Expenditures, and Changes in

Fund Balance — Budget and Actual — General Fund................... 34
Special Education Fund — Statement of Revenues, Expenditures, and Changes in
Fund Balance - Budget and Actua! — Special Education Fund ... 35

Other Information

Schedule of Expenditures of Federal Awards ... 37
Notes to Schedule of Expenditures of Federal Awards............cccc e 43

Compliance Section

Report on Compliance and on Internal Control over Financial Reporting Based on an Audit of
Financial Statements Performed in Accordance With Government Auditing Standards......................... 45

Report on Compliance with Requirements Applicable to Each Major Program

and Internal Control Over Compliance in Accordance With OMB Circular A-133 ... 45
Schedule of Findings and Questioned CostS ... 48
Schedule of Federal Financial Awards Provided to Sub-Recipients................ccooo 49



ANDERSON, TACKMAN & COMPANY, P.L.C. HICHIGAN

ESCANABA

CERTIFIED PUBLIC ACCOUNTANTS IRON MOUNTAIN

KINROSS

»»»»»» DARTHERS MARQUETTE

JOHN W, SLEMBERG, CPA ROBERT J. DOWNS, CPA, CVA DAMIEL §. BIANCHI, CPA WISCONSIN

GREEN BAY
[AILWAUKEE

INDEPENDENT AUDITORS' REPORT

Board of Education

Marquette-Alger Regional Educational Service Agency
321 E. Ohio Street

Marguette, Michigan 49855

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of Marquette-Alger Regional
Education Service Agency, (Agency), as of, and for the year ended June 30, 2005, which
collectively comprise the Agency’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the Agency's management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Govermnmental
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of the Marquette-Alger Regional Educational Service Agency, as of
June 30, 2005, and the respective changes in financial position and cash flows, where
applicable, thereof, for the year ended in conformity with accounting principles generally
accepted in the United States of America.

Management’s discussion and analysis and the budgetary comparison information on pages 5
thru 12, are not required parts of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the supplementary
information. However, we did not audit the information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued a report dated
September 14, 2005, on our consideration of the Agency’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts,
and grants. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be read in conjunction with this report in
considering the results of our audit.
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Board of Education
Marguette-Alger Regional Educational Service Agency

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Agency’s basic financial statements. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by
U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments
and Non-Profit Organizations, and is also not a required part of the basic financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements, and, in our opinion, is fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

Certified Public Accountanis

September 14, 2005



MANAGEMENT'S DISCUSSION AND ANALYSIS
MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

Year Ended June 30, 2005

Marquette-Alger Regional Educational Service Agency (“MARESA’ or “Agency”) is an intermediate school
district located in Marquette County, Michigan. MARESA is in its third year of implementation of the provisions
of Governmental Accounting Standards Board Statement 34 (GASB 34) with the enclosed financial
statements. The Administration's Discussion and Analysis, a requirement of GASB 34, is intended to be
MARESA's discussion and analysis of the financial resuits for the fiscal year ended June 30, 2005.

Generally accepted accounting principles {(GAAP) through GASB 34 requires the reporting of two types of
financial statements: District-Wide Financial Statements and Fund Financial Statements.

District-Wide Financial Statements

The District-Wide Financial Statements report information about the Agency as a whole using accounting
methods similar to those used by private-sector companies. The two required district-wide financial
statements are the Statement of Net Assets and the Statement of Activities. The Statement of Net Assets
includes all of the Agency's assets and liabilities. The Statement of Activities includes all of the current year's
revenues and expenses that are accounted for regardless of when cash is received or paid.

Net Assets, the difference between the Agency’s assets and liabilities, are one way to measure a district's
financial health or position.

e Over time, increases or decreases in a district's net assets are an indicator of whether its financial
position is improving or deteriorating, respectively.

« Toassess the district's overall heaith, one needs to consider additional non-financial factors such as
changes in the district’s property tax base and the condition of school buildings and other facilities.

In district-wide financial statements, the Statement of Activities is divided into two categories:

« Governmental activities; All of the Agency's basic services are included here, such as general and
special education and administration. Property taxes and state funding finance most of these
activities, and

» Business-type activities: The Agency does not have any activities reported as business-type
activities. :

Fund Financial Statements

Fund Financial Statements are reported on a modified accrual basis. Only those assets that are “measurable”
and “currently available” are reported. Liabilities are recognized to the extent that they are expected to be paid
with current financial resources.

The Fund Financial Statements are formatted to comply with the legal requirements of the Michigan
Department of Education’s “Accounting Manual.” in the State of Michigan, the following fund types and related
activities are defined as followed:

Governmental Fund Types

General Fund: The General Fund is the general operating fund and, accordingly, it is used to account for
resources devoted to financing the general services of the Agency except those accounted for in another fund.

Special Revenue Funds: Special Revenue Funds are used to account for the activities of specific revenue
sources such as special education.




Capital Projects Fund: The Capital Projects Fund is used to account for financial resources to be used for
major capital expenditures, including equipment, not financed by proprietary funds.

Debt Service Fund: The Debt Service Fund is used to accumulate resources for payment of interest and
principal on long-term bonds payable.

Proprietary Fund Types

Internal Service Funds: Internal Service Funds are used to account for the financing of services provided by
one department to another department within the governmental entity. The Agency's internal Service Funds
pay for various Agency unemployment claims and terminal leave benefits through user charges.

In the fund financial statements, purchased capital assets are reported as expenditures in the year of
acquisition. No asset is reported. The issuance of debt is recorded as a financial resource. The current
year's payments of principal and interest on long-term obligations are recorded as expenditures. Future year's
debt obligations are not recorded.

Summary of Net Assets (District-Wide Financial Statement)

The condensed Statement of Net Assets as of June 30, 2005 and June 30, 2004, is as follows:

June 30, 2005

June 30, 2004

Current Assets $ 6,126,926 $ 6,002,320
Capital Assets 3,000,742 3,087,060
Other Assetls 0 50,000
Total Assets 9,136,668 0,139,380

Current Liabilities 2,930,538 3,024,323
Non-current Liabilities 2.105.147 2177744
Total Liabilities 5,035,683 5,202,067

Investment in Capital Assets, Net of Related Debt 1,205,555 1,239,297
Unrestricted 2,895,430 2.698 016
Total Net Assels 4,100,985 3 3,837,313

Statement of Activities (District-Wide Financial Statement)

The condensed Statement of Activities for the fiscal year ended June 30, 2005 and June 30, 2004, is as

follows:

June 30, 2005

June 30, 2004

Charges for Services $ 205,239 $ 171,964
Operating Grants 8,754,774 7,087,311
Property Taxes 3,583,334 3,479,545
State Aid 708,742 863,755
Other 219,784 195,743
Total Revenues 13,471,873 14,798,318

Instruction 865,340 847,311
Suppotting Services 6,153,850 5,110,984
Community Services 460,691 343,221
Other 5.828.320 5280815
Total Expenses 13,308,201 11,582,331

Change in Net Assets 163,672 215,887



June 30, 2005 June 30, 2004

Net Assets at Beginning of Year (as previously reported) 3,937,313 2,859,958
Restatement — See Note K 0 761.370
Net Assets at beginning of year (as restated) 3,937,313 3,721,326
Change in Net Assets 163,672 215,987

Net Assets at End of Year $ 41000985 $ 3937313

During the fiscal year ended June 30, 2005, the Agency's net assets increased $163,672 or 4.1%.
Fund Balances (Fund Financial Statements)

The table below details the Agency’s governmental fund balances

June 30 June 30 increase
2005 2004 {Decrease)
General Fund $ 1,631,527 $ 1,608,692 $ 22835
Special Education Fund 993,209 803,723 180,486
Capital Projects Fund 315,176 259,347 55,828
Other Governmental Funds (Debt Service) 154 446 {292)
$ 2.940.066 $ 2672208 $ 267857

The General Fund increased $22,835 due to cost control measures.

The Special Education Fund increased by $189,486 mainly due to the award of the State Improvement Grant,
which caused a significant increase in expenditures, and per standing policy, o distribute all but 10% (equal to
10% of current year expenditures) of fund equity to local school districts.

The Capital Project Fund increased $55,828 due to interest earned on investments and transfer of funds from
the General Fund. :

Proprietary Funds of the Agency are detailed below:

June 30 July 30 increase
2005 2004 {Decrease)
Retirement Fund $ 50,217 $ 56,401 $ (8184)
Unemployment Fund 261,450 257,069 4,381
$ 311,667 $ 313470 $  {1,803)

The Retirement Fund decreased $6,184 due to payouts related to retirements.

The Unemployment Fund increased $4,381 due to transfers from the General Fund.

MARESA also oversees an agency fund that had $7,491 of assets and liabilities as of June 30, 2005.
Property Taxes levied for General Operations (Generaf Fund Non-Homestead Taxes)

The Agency levied .2145 mills of property taxes for General Fund operations and 1.8270 mills for Special
Education operations on non-homestead properties. Under Michigan law, the taxable levy is based on the
taxable valuation of properties. Annually, the taxable value increase for property is capped at the rate of the
prior year's CPl increase, or five percent, whichever is less. Atthe time of sale, a property’s taxable valuation
is readjusted to the State Equalized Value, which approximates, 50 percent of the market value.

The Agency's tax revenue for the 2004-2005 fiscal year was $3,633,286.



Budget and Actual Revenues and Expenditures (Required Supplementary Information)

Expenditures -- Budget vs. Actual for the year ended June 30, 2005

General Fund:
Expenditures Expenditures
Expenditures Variance Actual Variance
Qriginal Expenditures Expenditures & Original Actual & Final
Budget Final Budget Final Actual Budget Budget
Non-Grants $ 1,857,660 $ 1,859,035 $ 1,772,761 $ (84,899) 3 (86,274)
Grants - 1,838,168 1,323,222 1,323,222 (514,9486)
Total 1,857,660 § 3697203 $ 3,095983 $ 1238323 3 (601,220}
Special Education Fund:
Expenditures Expenditures
Expenditures Expenditures Expenditures Variance Actual & Variance Actual
Original Budget Final Budget Final Actual Original Budget & Final Budget
Non- Grants  $ 1,165,325 $ 1,129,868 $ 1,002,730 $ (162,595) $ (127,138)
Grants - 4435914 3,416,544 3,416,544 (1,019,370)
Total $ 1165325 $_ 5565782 4419274 § 3253949 $ (1,146,508}
Revenue -- Budget vs. Actual
General Fund:
Revenues
Revenues Revenues Variance
Original Revenues Revenues Final Variance Actual Actual & Final
Budget Final Budget Actual & Original Budget Budget
Non- Grants $ 1,501,607 $ 1,561,774 $ 1,526,680 $ 25,073 $ (35,094
Grants - 2,621,423 1,818,992 1,818,992 (802,431
Total 1,501,607 $4.183.197 $ 3345672 $ 18440865 § (837,525)
Special Education Fund:
Revenues Revenues
Revenues Variance Actual Variance
Original Revenues Revenues Final & Original Actual & Final
Budget Final Budget Actual Budget Budget
Non- Grants $4,391,729 $ 4,763,378 $ 4,740,826 $ 349,097 $  (22,552)
Grants - 6,462,625 5,379,539 6,462,625 {1.083,086)
Total $4.391,729 $11.226,003 $ 10,120,365 $ 6811722 $(1,105,638)

Criginal vs. Final Budget

The Uniform Budget Act of the State of Michigan requires that the local Board of Education approve the
original budget for the upcoming fiscal year prior to July 1, the start of the fiscal year.

As a matter of practice, MARESA amends its budget twice during the fiscal year. For fiscal year June 30,
2005, the budget was amended in February and June 2005. The June 2005 budget amendment was the final

budget for the fiscal year.



REVENUES:

Revenues changed from Original to Final Budget as follows:

General Fund:
Budget Variance
Original Final '
Budget Budget Amount Percent
Non-Grants $ 1501607 § 1,561,774 $ 60,167 3.9%
Grants 2621423 2621423 N/A
Total $ 1501607 3§ 4,183.197 $ 2681590 64.1%
Special Education Fund.
Budget Variance
Original Final
Budget Budget Amount Percent
Non-Grants $ 4391729 $ 4763378 § 371,649 7.8%
Grants 6.462.625 6,462 625 N/A
Total $ 4391729 § 11226003 6,834,274 680.9%

including Grants:
Including grants, the Agency’s final budgeted revenues differed from the original budget as follows:

s General Fund by $2,681,590, a variance of 64.1%.

« Special Education Fund by $6,834,274 or 60.9% greater than the original budget.
The significant increase in revenue for both funds can be attributed mainly to Grants. Grants are recognized
on MARESA financial statements once MARESA receives formal notice of award and approval from the state.
Hence, no grants were awarded at the time of the original budget whereas all grants were awarded and
approved by the time of the final budget. Also, the final budgets for both the General Fund and the Special

Education Fund include grant revenues that will be utilized in the next fiscal year. The Agency budgeted the
entire grant awarded by the grantors, even if the grants were to be eligible for carryover in the next fiscal year.

Excluding Grants:
Excluding grants, the Agency's final budgeted revenue in the:

« General Fund was $1,561,774, which was $60,167 or 3.9% more than the original budget.

« Special Education Fund was $4,763,378, which was $371,649 or 7.8% more than the original budget.
EXPENDITURES

The Agency's budget for expenditures changed during the year as follows:

General Fund:
Budget Variance
Original Final
Description Budget Budget Amount Percent
Non-Grants $ 1857660 $ 1,859,035 § 1,375 01%
Grants - 1,838,168 1,838,168 N/A

Total $ 1857660 $ 3697203 $ 1839543 49.8%



Special Education Fund:

Budget Variance
Original Final
Description Budget Budget Amount Percent
Non-Grants $ 1165325 § 1,129.868 % (35,457) (3.1%)
Grants - 4435914 4,435 914 NIA
Total $_ 1165325 § 5565782 § _ 4400457 79.1%

including Grants:
As indicated above, the Agency’s final budgeted expenditures in the:
» General Fund was $3,697,203 or 49.8% greater than the original budget.
« Special Education Fund were $5,565,782 or 79.1% greater than the original budget.

The significant increase in expenditures for both funds can also be attributed mainly to Grants. Grants are
recognized on MARESA financial statements once MARESA receives formal notice of award and approval
from the state. Hence, no grants were awarded at the time of the original budget whereas all grants were
awarded and approved by the time of the final budget. Also, the final budgets for both the General Fund and
the Special Education Fund include related grant expenditures that will be utilized in the next fiscal year. The
Agency budgeted the entire grant awarded by the grantors, even if the grants were to be expended in multiple
fiscal years. The grant awards not expended by June 30, 2005, and eligible for carryover in the next fiscal

year.
Excluding Grants:
Excluding grants, the Agency’s final budget expenditures in the:
¢ General Fund was $1,375 or .01% more than the original budget.
» Special Education Fund was $35,457 or 3.1% less than the original budget.

REVENUES -- Actual prior vear vs. Actual current vear for the year ended June 30, 2005

General Fund.:
Variance
June 30 June 30
2005 2004 Amount Percent

Non-Grants $ 1,526,680 $ 1586472 § (59,792) {3.91%)
Grants 1,818,992 2.029 756 (210.764) (11.58%)

Total $ 3345672 $ 3616228 S (270,556) {8.08%)
Special Education Fund:

Variance
June 30 June 30
2005 2004 Amount Percent
Non-Grants $ 4,740,826 $ 4,500,542 3 240,284 5.33%
Grants 5379539 3,679,341 1.700.198 46.20%
Total $ 10120365 § 8,179,883 $ 1940482 23.72%
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Including Granis:

including grants, the Agency's current year's final actual revenues differed from the prior year's actual
revenues as follows:

« General Fund by $270,556, a variance of 8.08% less than last year's actual revenues.
« Special Education Fund by $1,940,482 or 23.72% greater than last year's actual revenues.

The decrease in revenue for the General Fund can be attributed mainly to Grants and State Aid. Section 81
State Aid was reduced by $111,130. The significant increase in revenue for the Special Education fund can
be attributed mainly to Grants. Other contributing factors to the Special Education revenue increase were
Property Taxes and State Aid.

Excluding Grants:

Excluding grants, the Agency’'s current year's final actual revenues differed from the prior year's actual
revenues as follows:

« General Fund was $1,526,680, which was $58,792 or 3.91% less than last year's actual revenues.

« Special Education Fund was $4,740,826, which was $240,284 or 5.33% more than last year's actual
revenues.

EXPENDITURES

The Agency's actual expenditures changed from last year as follows:

General Fund:
Variance
June 30 June 30
Description 2005 2004 Amount Percent
Non-Grants $ 1,772,761 § 1,701,389 $ 71,372 4.19%
Grants 1,323,222 1,456 205 (132.983) (10.04%)
Total § 3005983 § 3,15/7504 $ {61,611} {1.99%)
Special Education Fund:
Variance
June 30 June 30
Description 2005 2004 Amount Percent
Non-Grants $ 1,002,730 % 994,122 $ 8,608 .86%
Grants 3,416 54 2,106,330 1.310.214 52.20%
Total $£4419274 $ 3100452 5 1318822 42.53%

Including Grants.

As indicated above, the Agency’s current year's actual expenditures differed from the prior year's actual
expenditures as follows:

¢ General Fund was $61,611 or 1.99% less than last year's actual expenditures.

« Special Education Fund was $1,318,822 or 42.53% greater than last year’s actual expenditures.

11



The significant decrease in expenditures for the General Fund and significant increase in expenditures for the
Special Education fund can be attributed mainly to Grants.

Excluding Grants:
Excluding grants, the Agency’s final actual expenditures in the:
¢ General Fund was $71,372 or 4.19% greater than last year's actual expenditures.

+ Special Education Fund was $8,608 or .86% more than last year's actual expenditures.

Long-Term Debt

The Agency’s long-term debt decreased $24,936 from $2,221,321 to $2,196,385 as detailed in the Notes to
Financial Statements, Note F--Long-Term Debt.

Net Investment in Capital Assets

MARESA's net investment in capital decreased by $67,382 to $3,008,742 mainly as a result of depreciation.
A detail of the net investment in capital assets is presented in the Notes to Financial Statements, Note C--

Capital Assets.

Balance Balance
July 1, 2004 Additions Deletions June 30, 2005
Capital Assets $ 3281535 $ 8,486 $ 7,820 $ 3,282,181
Less: Accumulated Depreciation {194,475) (80,816) (2,852) {272,439)
Net Investment Capital Assets 3 3.087.060 3 (72.350) 3 4,968 $ 3009742

Currently Known Facts That May Have a Significant impact on the Agency’s Future

Currently there are no approved, planned, or unreported capital projects, commercial development; residential
development, litigation; or approved debt that will have a material impact on Agency operations.

Contacting the Agency's Financial Management

This financial report is designed to provide our citizens and taxpayers with a general overview of the Agency's
finances. If you have questions about this report or need additional information, contact the Business and
Finance Office, of MARESA at:

321 E. Ohio Street

Marquette, Ml 49855
{908) 226-5106

12



MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Statement of Net Assets
June 30, 2005

Governmental
Activities
ASSETS:
Current assets:
Cash and cash equivalents $ 3,967,085
Investments 7.520
Receivables:
Accounts receivable 85,798
Due from other governmental units 1,895,356
Notes receivable 50,000
Other current assets 21,157
TOTAL CURRENT ASSETS 6,126,826
Noncurrent assets:
Capital assets 3,282,181
Less accumuiated depreciation (272,439)
TOTAL NONCURRENT ASSETS 3,009,742
TOTAL ASSETS 9,136,668
LIABILITIES:
Current liabilities:
Accounts payable 1,422 129
Accrued payroll and other liabilities . 237,089
Due to other governmental units 1,028,831
Deferred revenue 122,276
Accrued interest 14,105
Current portion of long term debt obligations 91,238
Other current liabilities 14,768
TOTAL CURRENT LIABILITIES 2,930,536
Noncurrent liabilities:
Compensated absences 94,696
Bonds payable 2,097,502
Capital lease obligation 4,187
Current portion of long term obligations (81,238}
TOTAL NONCURRENT LIABILITIES 2,106,147
TOTAL LIABILITIES 5,035,683
NET ASSETS:
Invested in capital assets net of related debt 1,205,555
Unrestricted 2,895 430
TOTAL NET ASSETS $ 4,100,885

See Notes to Financial Statements.
13



MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

Statement of Activities

For the Year Ended June 30, 2005

Program Revenue

Net (Expense)
Cperating Revenue and
Charges for Grants and Changes in
Function / Programs Expenses Services Contributions Net Assels
Governmental Activities:
Instruction 3 865,340 3 27,300 $ 498,972 $ (339,068)
Support services 6,153,850 176,773 5,076,060 {901,017}
Community services 460,691 1,166 364,359 (95,166}
Transfers to local districts 5,609,335 - 2,815,383 (2,793,956}
Capital outlay 49,245 - - (49,245}
Interest on retirement of debt 88,92 - - (88,920}
Depreciation- unaliccated 80,316 - - (80,816}
TOTAL GOVERNMENTAL ACTIVITIES 13,308,201 205,239 8,754,774 (4,348,188}
General revenues:
Taxes

Property taxes, levied for general purposes 348,017

Property taxes, levied for special education 2,976,965

Specific ore taxes, levied for general purposes 27,067

Specific ore taxes, levied for special education 231,285

Other taxes 49,953

State aid not restricted to specific purposes 708,742

Grants and confributions not restricted to specific programs 3,401

Interest and investment eamnings 78,312

Miscellaneous 88,118

TOTAL GENERAL REVENUES AND TRANSFERS 4,511,860

CHANGES IN NET ASSETS 163,672

Nei Assetls |, July 1 3,937,313

NET ASSETS, JUNE 30 3 4,100,985

See Notes io Financial Statements.
14




MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

ASSETS:
Cash and cash equivalenis
Investments
Receivables:
Accounts recejvable
Due from other governmental units
Due from other funds
Gther current assets

TOTAL ASSETS

LIABILITIES AND FUND BALANCES:

LIABILITIES:
Accounts payable
Accrued liabitities
Due to other government units
Due te other funds
Peferred revenue
Other liahilities

TOTAL LIABILITIES

FUND BALANCES:
Unreserved, reported in:
General Fund
Special Education Fund
Capital Projects Fund
Debt Service Fund

TOTAL FUND BALANCES

TOTAL LIABILITIES AND
FUND BALANCES

Governmental Funds

Balance Sheet
June 30, 2005

Other
Nonmajor
Governmental
Funds
Special Capital Debt
General Education Projects Service

Fund Fund Fund Fund Total
$ 1,231,827 $ 2,030,221 3 313,759 154 3,575,961
- 1,570 1,417 - 2,987
51,763 34,035 - - 85,798
784,465 1,210,881 - - 1,995,356
- 108,208 - - 108,208
21,157 - - - 21,157
] 2,089,212 $ 3,384,025 $ 315,176 154 5789 467
$ 184,769 $ 1,237,360 $ - - 1,422,128
39,176 113,913 - - 163,089
- 4,028,931 - - 1,028,931
108,208 - - - 108,208
110,764 11,512 - - 122,276
14,768 - - - 14,768
457 685 2,381,716 - - 2,848,401
1,631,527 - - - 1,631,527
- 983,209 - - 893,208
- - 315,178 - 315178
- - - 154 154
1,631,527 993,209 315,178 154 2,940,086
$ 2,089,212 3 3,384 925 3 315,176 154 5,785,467

See Notes to Financial Statements.
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

Recongciliation of the Governmental Funds Baiance Sheet to the Statement of Net Assets

Governmental Funds

June 30, 2005

Total Fund Balances for Governmental Funds

Amounts reported for governmental activities in the statement
of net assets are different because:

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds.

Cost of capital assets
Accumulated depreciation

3,282,181
(272,439}

Internal service funds are used by the Agency o charge individual funds the
cost of refirement and unemployment benefits. The assets and liahilities of the
internal service funds are included in the governmental activities in the

statermnent of net assets.

Land contract was used by the Agency to finance the sale of the old
administration building. The remaining amount due is recognized as a

noie receivable.

l.ong-term Eabilities are not due and payable in the current period and are
not reported in the funds. l.ong-term liabilities at year-end consist of:

Compensated absences
Bonds payabie

Capital lease obligation
Accrued interest

NET ASSETS OF GOVERNMENTAL ACTIVITIES

See Notes {o Financial Statements.
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94,696
2,087,502
4,187
14,105

$

2,940,066

3.009,742

311,667

50,000

(2,210,490)

5

4,100,985




MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Guovernmental Funds
Statement of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended June 36, 2005

Other
Nommajor
Governmenta!
Funds
Special Capital Debt
General Education Projects Service
Fund Fund Fund Funds Total
REVENUES:
Property taxes % 379,897 5 3,263,380 3 B - 3,833,286
Other local sources 555,356 685,952 - 8 1,221,316
State sources 958,382 690,680 - - 1,648,072
Federal soufces 1,186,150 5,423,608 B - 8,609,758
Interest 29,285 43,191 5,828 - 78,304
Other 236,602 43,535 - - 280,137
TOTAL REVENUES 3345872 10,120,368 5,828 3 13,471,873
EXPENDITURES:
Cusrent:
Instruction 120,733 724,164 - - 844,897
Support services:
Pupil services 254,415 1,246,194 - - 1,500,609
Instructional staff services 1,282,161 459,030 - - 1,741,191
General administration services 215,187 14,850 “ 500 230,517
Business adrministration services 328,772 8,255 - - 337,027
Operations and maintgnance 155,789 3,878 - - 159,667
Pupil transportation 63 1.431 - - 1,409
Central services 318,548 1,868,354 - - 2,186,902
Other support services - - - - -
Community services 404,237 56,468 - - 460,705
Debt Service:
Principal - - - 40,600 40,000
interest - - - 88,820 68,820
Capital outiay 16,083 36,660 - - 52,743
TOTAL EXPENDITURES 3,005,883 4,419,274 - 126,420 7,644,677
EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES 249,689 5701091 5,828 (129,412) 5,827,186
OTHER FINANCING SOURCES {USES):
Transfers in 379,718 - 50,000 128,120 558,838
Transfers out (129,120} (378,718} {50,000} - {558,838)
Transfers to focal districts (477,452) (5,131,887) - - (5,60%9,339)
TOTAL OTHER FINANCING SOURCES (USES) (226,854) {5.511,60%) - 129,120 (5.508,359)
SPECIAL ITEM:
Payment on land contract - - 50 000 - 50,000
NET CHANGE IN FUND BALANCES 22,835 180,486 55,828 (292} 267,857
Fund Balance, July 1 1,608,692 803,723 250,348 446 2,672,208
FUND BALANCE, JUNE30 _§ 1,631,527 3 993,209 3 315,178 3 154 2,940,066

See Notes to Financial Statements.
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Governmental Funds
Reconciliation of the Governmental Funds Statement of Revenues, Expenditures
and Changes in Fund Balance to the Statement of Activities
For the Year Ended June 30, 2005

Net Change in Fund Balances - Total Governmental Funds 3 267,857

Amounts reported for governmental activities in the statement
of activities are different because,

Governmental funds report capital outlays as expenditures. However, in
the staternent of activities, the cost of those assets is aliocated over
their estimated useful lives as depreciation expense. This is the amount
by which depreciation exceeded capital outlays in the current period.

Depreciation expense 80,816
Capital outlays net of refirements (7.074) (73,742)

Payment received on a land contract is revenue in governmental funds
when received, but reduces the note receivable in the Statement of
Net Assets. {50,000)

Repayment of bond principal is an expenditure in the governmental funds,
but the repayment reduces long-term Habilites in the Statement of Net Assets. 40,060

Interest on long-term debt is recorded as an expenditure in the funds when

it is due, and thus requires the use of current financial resources. In the

statement of activities, however, interest expense is recognized as the

interest accrues, regardless of when it is due. This is the amount of

accrued interest recognized in the statement of activities. -

In the Statement of Activities, certain operating expenses related to

compensated absences are measured by the amounts earned during

the vear. In governmental funds, however, expenditures for these items

are measured by the amount of financiai resources used. Thisis

the amount paid leave exceeded the amount earned. (1,803}

internal service funds are used by the Agency to charge individual
funds the cost of retirement and unemployment benefits. The net

expense of the funds is reported with governmental activities. (18,640}
Change in Net Assets of Governmental Activities 3 163,672

See Notes to Financial Statemenis.
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

Proprietary Funds

Statement of Net Assets

June 30, 2005

ASSETS:
Current assets:
Cash and cash equivalents
investments

TOTAL ASSETS
LIABILITIES:
Current liabilities:
Accrued liabilities

TOTAL LIABILITIES

Net Assets
Unrestricted

TOTAL NET ASSETS

See Notes to Financial Statements.
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Governmental
Activities:

Internal
Service Funds

$ 391,134

4,533

395,667

84,000

84,000

311,667

$ 311,667




MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

Proprietary Funds

Statement of Revenues, Expenses and Changes in Net Assets

For the Year Ended June 30, 2005

OPERATING REVENUES:
Other

TOTAL OPERATING REVENUES

OPERATING EXPENSES:
Retirement benefits
Unemployment
Payroll taxes

TOTAL OPERATING EXPENSES
OPERATING INCOME (LOSS)
NON-OPERATING REVENUES {EXPENSES):
interest income
Transfers in (out)
TOTAL NON-OPERATING REVENUES
CHANGE IN NET ASSETS
Net Assets, July 1

NET ASSETS, JUNE 30

See Notes to Financial Statements.
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Governmental
Activities:

internal
Service Funds

28,196
1,040
551

29,787

(29,787)

7,935
20,049

27,984

(1,803)

313,470

3 311,667




MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Proprietary Funds
Statement of Cash Flows
For the Year Ended June 30, 2005

Governmental
Activities
Internal
Service
Funds
CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from other operating revenues $ -
Cash payments to employees for services (21,287}
NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES (21,287)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Transfers in {out} 20,049
NET CASH PROVIDED (USED) BY
NONCAPITAL FINANCING ACTIVITIES 20,049
CASH FLOWS FROM INVESTING ACTIVITIES:
Interest on investments 7,935
(Purchase) sale of investments (84)
NET CASH PROVIDED {USED) BY
INVESTING ACTIVITIES 7,851
NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS 6,613
Cash and cash equivalents, July 1 384,521
CASH AND CASH EQUIVALENTS, JUNE 30 391,134
RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED {(USED) BY OPERATING ACTIVITIES:
Operating income {loss) b3 (29,787)
Adiustments to reconcile operating income to net
cash provided by operating activities:
Change in assets and liabilities:
increase {decrease) in accrued liabilities 8,500
TOTAL ADJUSTMENTS 8,500
NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES 5 (21,287)

See Notes {o Financial Statements.
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Fiduciary Funds
Statement of Fiduciary Net Assets
June 30, 2005

Agency
Fund
ASSETS:

Cash and equivalents $ 7,491
Other -
TOTAL ASSEYS 3 7,491

LIABILITIES:
Due to groups, organizations and activities 3 7,491
Other -
TOTAL LIABILITIES $ 7.491

See Notes to Financial Statements.
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MARQUETTE-ALGER REGIONAL EDUCATION SERVICE AGENCY
NOTES TO FINANCIAL STATEMENTS
June 30, 2005

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Marquette-Alger Regional Education Service Agency (Agency) is an intermediate school
district as defined by Michigan law that operates under a locally appointed seven-member
Board form of government that provides educational and supportive services to the
students of the thirteen local educational agencies and chartered schools within the
counties of Marquette and Alger in the State of Michigan. The Agency also acts as a fiscal
intermediary as mandated by various grantor agencies as defined in grant agreements.

The Agency’s financial statements are prepared in conformity with accounting principles
generally accepted in the Untied States of America (GAAP) as applied to governmental
units. The Governmental Accounting Standards Board (GASB) is responsible for
establishing GAAP for state and local units of government through its pronouncements.
Governments are also required to follow the pronouncements of the Financial Accounting
Standards Board (FASB) issued through November 30, 1989, that do not conflict with or
contradict GASB pronouncements. The more significant accounting policies established in
GAAP and used by the Agency are discussed below:

Reporting Entity

In-evaluating how to define the Agency for financial reporting purposes, management has
considered the criteria included in GASB Statement No. 14 to determine if any legally
separate entities are component units. Based upon the application of these criteria, the
financial statements of the Agency contain all of the funds controlied by the Agency’s Board
of Education, as no other entity meets the criteria to be considered a component unit of the
Agency nor is the Agency a component unit of another entity.

Basic Financial Statements — Government-Wide Statements

The Agency’s basic financial statements include both government-wide and fund financial
statements. Both the government-wide and fund financial statements categorize primary
activities as either governmental or business-type. The Agency's instruction, support, and
community services are classified as governmental activities. The Agency does not have
any business-type activities.

In the government-wide Statement of Net Assets, the governmental activities column is
presented on a consolidated basis, and is reported on a full accrual, economic resource
basis, which recognizes all long-term assets and receivables as well as long-term debt and
obligations. The Agency’s net assets are reported as investment in capital assets, net of
related debt, and unrestricted.

The government-wide Statement of Activities reports both the gross and net cost of each of
the Agency's functions. General government revenues (property taxes, state aid, etc.)
support the functions. The Statement of Activities reduces gross expenses (including
depreciation) by related program revenues, operating and capital grants directly associated
with the function.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued):

The government-wide focus emphasizes the substanability of the Agency as an entity and
the change in the Agency's net assets resulting from the current year's activities.

Basic Financial Statements — Fund Financial Statements

The financial transactions of the Agency are reported in individual funds in the fund
financial statements. Each fund is accounted for by providing a separate set of self-
balancing accounts that comprise its assets, liabilities, reserves, fund equity, revenues,
fund equity, revenues and expenditures/expenses.

The following fund types are used by the Agency:

Governmental Funds
The focus of the governmental funds’ measurement is upon determination of financial
position and changes in financial position (sources, uses, and balances of financial
resources) rather than upon netincome. The following is a description of the governmental
funds of the Agency:

e General Fund — The General Fund is the general operating fund and accordingly, it
is used to account for all financial resources except those required to be accounted
for in another fund.

« Special Education Fund — The Special Education Fund is used to account for
financial resources that provide special education services.

« Capital Projects Fund — The Capital Projects Fund is used to account for financial
resources of major capital expenditures, including equipment.

« Debt Service Fund — The Debt Service Fund is used to accumulate resources for
the periodic payment of interest and principal on long-term debt.

Proprietary Funds

The focus of proprietary funds’ measurement is upon the determination of operating
income, changes in net assets, financial position, and cash flows. The foliowing is a
description of the Proprietary Funds of the Agency:

e Internal Service Funds — Internal Service Funds are used to account for the
financing of services provided by an activity to other departments, funds, or
component units, if any, on a cost-reimbursement basis. The Agency uses two
internal service funds to account for unemployment and retirement benefits.

Fiduciary Funds

Fiduciary Funds are used to report assets held in a trustee or agency capacity for others
and, therefore, are not available to support Agency programs. The reporting focus is on
net assets and changes in net assets and are reported using accounting principles similar
to proprietary funds.

The emphasis in fund financial statements is on the major funds. Non-major funds by
category are summarized into a single column for presentation. GASB Statement No. 34
sets forth minimum criteria (percentage of the assets, liabilities, revenues, or
expenditures/expenses of either fund category or the governmental combined) for the
determination of major funds.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

The Agency's Internal Service Funds are presented in the Proprietary Funds’ financial
statements. Because the principal users of the services are the Agency's governmental
activities, the financial statements are consolidated into the governmental activities column
when presented in the government-wide financial statements.

The Agency’s Fiduciary Fund is presented in the fund financial statements by type. Since,
by definition, these assets are being held for the benefit of a third party and cannot be used
to address activities or obligations of the government, these funds are not incorporated into
the government-wide financial statements.

Basis of Accounting

The basis of accounting refers to the point at which revenues and expenditures/expense
are recognized in the accounts and reported in the financial statements. It relates to the
timing of the measurements made regardless of the measurement focus applied.

Government activities in government-wide financial statements, and proprietary and
fiduciary fund financial statements are presented on the accrual basis of accounting.
Revenues are recognized when earned and expenses are recognized when incurred.

Governmental fund financial statements are presented on the modified accrual basis of
accounting. Under the modified accrual basis of accounting, revenues are recorded
susceptible to accrual; that is, both measurable and available. “Available” means
collectible within the current period or within sixty days after year-end. Expenditures are
generally recognized under the modified accrual basis of accounting when the related
liability is incurred, except for principal and interest on general obligation debt, if any, is
recognized when due.

Financial Statement Amounts

Cash and Cash Equivalents — The Agency has defined cash and cash equivalents to
include cash on hand, demand deposits, and time deposits with an initial maturity of three
months or less.

Investments — The Agency holds investments, where cost equals market value, in
governmental mutual funds, and in the Michigan Liquid Asset Fund investment pool.

Capital Assets — Capital assets purchased or acquired with an original cost of $5,000 or
more are reported at historical or estimated historical cost. Contributed assets, if any, are
reported at fair market value as of the date received. Additions, improvements, and other
capital outlays that significant extend the useful life of an asset are capitalized. Other costs
incurred for repairs and maintenance are expensed as incurred. Depreciation on all assets
is provided on the straight-line basis over the following estimated useful lives.

Buildings and Improvements 20 — 50 Years
Furniture and Fixtures 510 Years
Vehicles 8 Years

General capital assets are those not reported in proprietary funds, and generally result from
expenditures in the governmental funds. These assets are reported in the governmental
activities column of the Government-Wide Statement of Net Assets, but are reported in the
fund financial statements as capital outlay expenditures.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Accrued Liabilities and Long-Term Obligations — Payables and accrued liabilities that will
be paid from governmental funds are reported on governmental fund financial statements
regardless of whether they will be liquidated with current financial resources. The non-
current portion of capital leases and compensated absences, that will be paid from
governmental funds are reported as a liability in fund financial statements only to the extent
that they will be paid with current, expendable, available financial resources (generally,
within sixty days of year-end). Bonds and other non-current liabilities that will be paid from
governmental funds are not recognized as a liability in fund financial statements until due.

Deferred Revenue — The Agency reports deferred revenue when revenue does not meet
both the “measurable” and “available” criteria for recognition in the current period, or when
resources are received by the Agency before it has a legal claim to them, such as when
grant money is received prior to the incurrence of qualifying expenditures. In subsequent
periods, when both revenue recognition criteria are met, or when the Agency has legal
claim to the resources, the liability for deferred revenue is removed and revenue is
recognized.

Net Assets — Net Assets represent the difference between assets and liabilities. Net assets
invested in capital assets, net of related debt, consists of capital assets, net of accumulated
depreciation, reduced by the outstanding balances of any borrowings used for the
acquisition, construction, or improvement of those assets. Net assets are reported as
restricted only when there are limitations imposed on their use through enabling legislation
or through externai restrictions imposed by creditors, grantors, laws, or other government
regulation.

Interfund _Activity — Interfund activity is reported as loans, services provided,
reimbursements, or transfers. Loans are reported as interfund receivables and payables
as appropriate and are subject to elimination upon consolidation. Services provided are
treated as revenues and expenditures/expenses. Reimbursement occurs when one fund
incurs a cost, charges the appropriate benefiting fund, and reduces its related cost as a
reimbursement. All other interfund transactions are treated as transfers. Transfers
between governmental or proprietary funds are netted as part of the reconciliation to the
Government-Wide Financial Statements.

Special ltems — Special items are transactions or events that are within the control of the
Agency, and that are either unusual in nature or infrequent in occurrence.

Use of Estimates — The preparation of financial statements in conformity with GAAP
requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.

Budgets and Budgetary Process —~ The Agency follows budgetary process prescribed by
provisions of the State of Michigan Uniform Budgeting and Accounting Act, and entails the
preparation of budgetary documents within an established timetable. All funds are legally
required to be budgeted and appropriated with the exception of fiduciary funds. The legal
level of budgetary control has been established at the functional level with modifications
made only by a resolution of the Board. At the close of each year, budget appropriations
lapse.
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NOTE B — DEPOSITS AND INVESTMENTS:

Cash Equivalents

As of June 30, 2005, the Agency’s cash and cash equivalents and investments were reported in
the basic financial statements in the following categories:

Governmental Fiduciary Total Primary

Activities Funds Government

Cash and equivalents $3,967,095 $7,491 $3,974,586
Investments 7,520 - 7,520
$3,974,615 $7,491 $3,982,106

Custodial Credit Risk — Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Agency’s deposits
may not be returned to it. State law does not require and the Agency does not have a
deposit policy for custodial credit risk. As of June 30, 2005, $3,008,323 of the Agency’s
bank balance of $3,120,300 was exposed to custodial credit risk as being uninsured and

uncollateralized.
investments

As of June 30, 2005, the Agency had the following investments.

investment Maturities
Investment Type Fair Value Less than 1 year

Michigan Liquid Asset Fund ~ mutual funds $7,520 $7.520

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value
of the Agency’s investments. The Agency does not have a formal investment policy that
limits investment maturities as a means of managing its exposure to fair value losses
arising from increasing interest rates.

Credit Risk

Michigan statutes authorize the Agency to invest in bonds, other direct obligations and
repurchase agreements of the United States, certificates of deposits, savings accounts,
deposit accounts or receipts of a bank which is a member of the FDIC and authorized to
operate in this state, commercial paper rated at the time of purchase within the two
highest classifications established by not less than two standard rating services and
matures within 270 days from date of purchase, bankers’ acceptances of the United
States banks, obligations of the State of Michigan and its political subdivisions, external
investment pools, and certain mutual funds. Michigan law prohibits security in the form of
collateral, surety bond, or another form for the deposit of public money.

The Agency has no investment policy that would further limit its investment choices and

has no investments for which ratings are required. The Agency’s investments are in
accordance with statutory authority.
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NOTE C — CAPITAL ASSETS:

Capital asset activity for the fiscal year ended June 30, 2005, was as follows:

Balance Balance
July 1, 2004 Additions Disposals June 30, 2005
Non-Depreciated Capital Assets:
Land $224,031 $- 3- $224,031
Subtotal 224,031 - - 224,031
Other Capital Assets:
Building 2,854,178 - - 2854178
Equipment 203,326 8,466 7,820 203,972
Subtotal 3,057 504 8,466 7,820 3,058 150
Total Capital Assets 3,281,535 8,466 7,820 3,282,181
Accumulated Depreciation:
Building (109,412) (57,084) - {166,496)
Equipment {85,063) (23,732) {2,852) (105,943)
Subtotal {194,475) (80,816) (2,852) (272,439)
NET CAPITAL ASSETS $3,087,060 $(72,350) 34,968 $3,009,742

Depreciation expense was not allocated to specific governmental functions and it appears
on the Statement of Activities as unallocated.

NOTE D — INTERFUND TRANSFERS:

Interfund transfers are included under “Other Financing Sources (Uses)” in fund financial
statements to identify amounts transferred between funds during the year ended June 30,
2005, as well as for interfund charges for services.

Amounts transferred to and from various individual funds during the year ended June 30,
2005, are as foliows:

Transfers to Transfers from

Fund Other Funds fund Cther Funds
General Fund 579,120 Debt Service Fund $79,120
General Fund 50,000 Capital Projects Fund 50,000
Special Education 379,718 General Fund 379,718
Capital Projects Fund 50,000 Debt Service Fund 50,000
Total $558,838 Total $558,838

NOTE E — TERMINAL LEAVE:

Upon retirement from the Agency and upon simultaneously becoming eligible for benefits
from the Michigan Public School Employees’ Retirement System, the Agency shall pay to
certain eligible employee’s terminal leave benefits based upon various labor and union
contract terms or administrative policies. These funds are accrued in the Terminal Leave
Fund, which is an Internal Service Fund, as accrued liabilities to meet this obligation. The
balance at June 30, 2005 is $84,000.
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NOTE F - LONG-TERM DEBT:

A summary of the changes in long-term debt for the year ended June 30, 2005, is as

follows:
Balance Balance
July 1, 2004 Additions Disposals June 30, 2005
Governmental Activities General Long-Term Debt:

School Building and Site Bonds, Series 2002 $1,840,000 $- $40,000 $1,800,000
School Improvement Bond, Series 1998 297 502 - - 287,502
Capital lease obligation 7,763 - 3,676 4,187
Compensated absences 76,055 18,641 - 04,696
Total 32,221,320 $18 641 $43,576 $2,196,385

The annual debt service requirements to maturity, including both principal and interest, for
the non-current liabilities (excluding compensated absences) are as follows:

Year Ended June 30 Principal interest Total

2006 $91,238 $101,646 $192,884
2007 65,533 97,173 162,706
2008 71,517 94,125 165,642
2009 72,540 90,801 163,341
2010 78,608 87,427 166,035
2011-2015 456,040 378,913 834,853
2016-2020 456,213 268,547 724,760
2021-2025 560,000 149,700 709,700
2026-2027 250,000 18,750 268,750
Total $2,101,689 $1,287,082 $3,388,771

SCHOOL IMPROVEMENT BOND, SERIES 1998

The Agency participated in the School Improvement Bond, Series 1998, to obtain one-half
of their allocation of the statewide Durant Settlement. As part of the settlement, the Agency
will receive one-half of their total settlement of $931,342 over a ten-year period. The other
half of the settlement was received through bond proceeds obligated to the Agency. The
debt service requirements of the bonds funded through annual state aid payments are
repaid over a fifteen -year period that began May 15, 1999. A schedule of the Agency’s
remaining bond repayment requirements are as follows:

Governmental Activities

Year Ended Durant Bonds
June 30 Principal interest Total

20086 $42,051 $14,165 $56.216
2007 20,533 12,163 32,696
2008 21,517 11,185 32,702
2008 22,540 10,161 32,701
2010 23,608 9,087 32,695
20112015 136,040 27,463 163,503
2016 31,213 1,487 32,700
Total $297,502 $85,711 $383,213
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NOTE F — LONG-TERM DEBT (Continued):
SCHOOL BUILDING AND SITE BONDS, SERIES 2002

The Agency obtained general obligation bonds in the amount to $1,900,000 for the
purchase and renovation of a new instructional and administration building. The interest,
payable semiannually on May 1 and November 1 of each year, ranges from 4.60 percent to
5.00 percent. Principal is payable in varying amounts on May 1. Bonds maturing after
2011 are eligible for redemption. The Agency's remaining bond repayment requirements
are as follows:

Governmental Activities

General Obligation

November 1 May 1
June 30 Interest Principal Interest Total
2008 $43,540 $45,000 $43,540 $132,080
2007 42 505 45,000 42,505 130,010
2008 41,470 50,000 41,470 132,940
2009 40,320 50,000 40,320 130,640
2010 39,170 55,000 39,170 133,340
2011 -2015 175,725 320,000 175,725 671,450
2016 — 2020 133,530 425,000 133,530 692,060
2021 - 2025 74,850 560,000 74,850 709,700
2026 ~ 2027 9,375 250,000 9,375 268,750
Total $600,485 $1,800,000 $600,485 $3,000,970
CAPITAL LEASE OBLIGATION

The Agency financed the purchase of a voice mail system using an instaliment purchase
agreement that requires forty-eight monthly payments of $380, including interest at
15.89%. The $13,949 cost of the equipment and its $3,953 of accumulated amortization
are included in the Government-Wide Statement of Net Assets as a capital asset. The
future minimum lease payments are as follows:

June 30 Principal Interest Total
2006 $4,187 $401 $4,588

NOTE G - EMPLOYEE RETIREMENT SYSTEM — DEFINED BENEFIT PLAN:

The Agency contributes to the Michigan Public School Employees’ Retirement System
(MPSERS), a cost-sharing multiple-employer defined benefit pension plan administered by
the Michigan Department of Management and Budget, Office of Retirement Systems.
MPSERS provides retirement, survivor, and disability benefits to public school employees.
Eligibility and benefit provisions are governed under Public Act 136 of 1945, recodified and
currently operating under the provisions of Public Act 300 of 1980, as amended. MPSERS
issues a publicly available financial report that includes financial statements and required
supplementary information. The annual report may be obtained by writing to the
Department of Management and Budget, Office of Retirement Systems, P.O. Box 30171,
Lansing, Michigan 48909-7671, or by calling (517) 322-5103.
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NOTE G - EMPLOYEE RETIREMENT SYSTEM - DEFINED BENEFIT PLAN
(Continued}):

The Agency is required by state statute to contribute 12.99 percent of covered payroll from
July 1, 2004 to September 30, 2004, and 14.87 percent from October 1, 2004 to June 30,
2005. Contributions to MPERS are determined on an actuarial basis using the entry age
normal actuarial cost method. Contribution requirements of plan members including the
Agency are established and may be amended only by state statute. The Agency’s
contributions to MPSERS for the years ending June 30, 2005, 2004, and 2003, were
$414,917: $359,982; and $355,497, respectively. Required contributions payable at June
30, 2005, 2004, and 2003, of $17,613; $16,755; and $22,340, respectively, were remitted
after year-end.

Mandatory member contributions were phased out between 1974 and 1977, with the plan
remaining noncontributory until January 1, 1987, when the Member Investment Plan (MIP)
was enacted. MIP members enrolled prior {o January 1, 1990, contribute at a permanently
fixed rate of 3.9 percent of gross wages. The MIP contribution rate was 4.0 percent from
January 1, 1987, the effective date of the MIP, until January 1, 1990, when it was reduced
to 3.9 percent. Members first hired January 1, 990, or later and returning members who
did not work between January 1, 1987 through December 31, 1989, contribute at the
following graduated permanently fixed contribution rate: 3 percent of the first $5,000; 3.6
percent of $5,001 through $15,000; 4.3 percent of all wages over $15,000. Basic Plan
members make no contributions. Contributions collected and remitted by the School
Agency on behalf of MIP members for the years ending June 30, 2005, 2004, and 2003,
were $87,475; $86,323; and $83,897, respectively, equal to the required contributions for
each year.

Other Post-Employment Benefits

In additional to the pension benefits, MPSERS provides comprehensive group medical,
hearing, dental and vision coverage for retirees and beneficiaries. A significant portion of
the premium is paid by MPSERS with the balance deducted from the monthly pension of
the retiree. The portion provided by MPSERS is factored into the pension contribution rate.

NOTE H - PROPERTY TAXES:

The taxable value of real and personal property located in the Agency’s geographic area at
December 1, 2004, totaled $1,644,500,172 representing approximately 50 percent of the
estimated current value. The tax levy for the year was based on mileage rates of .2145
mills for general education and 1.8270 mills for special education (one mill is equal to
$1.00 per $1,000 of taxable value).

NOTE | — RISK ASSESSMENT MANAGEMENT:
The Agency is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees,; and natural disasters.

The Agency, together with approximately 334 other school districts in the State,
participates in the MASB-SEG Property/Casualty Pool, Inc., (Pool), a governmental group
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NOTE | - RISK ASSESSMENT MANAGEMENT:

property and casualty self-insurance pool. The Agency pays an annual premium to the
Pool for its general insurance, workers’ compensation, and errors and omissions coverage.
Members' contributions to the Pool in excess of claim losses, expenses, and other costis
may be refunded. The Pool may assess members a supplemental assessment in the
event of deficiencies.

The Pool limits the maximum net loss that may arise from large risks or risks in
concentrated areas of exposure by reinsuring certain levels of risk with other insurers or re-
insurers. The Agency's comprehensive and fleet insurance coverage is limited to a
maximum of $5,000,000 per occurrence for all claims. The Pool is responsible for paying
costs up to the insurance limits with any additional costs covered by the Agency.

The Agency estimates that the amount of actual or potential claims, if any, against the
Agency as of June 30, 2005, exceeding the risk pools’ coverage, is not material to the
basic financial statements. Therefore, no provision for estimated claims is recognized.

NOTE J - NOTE RECEIVABLE:

The Agency entered into a land contract to sell the former administration building in the
amount of $625,000. Upon the execution of a land contract in June 2002, the Agency
received a payment of $400,000 toward the cost of the building. No interest is payable on
the remaining outstanding balance of the land contract. The remaining amount due for the
building of $50,000 will be received in the year ended June 30, 2006.
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY

REVENUES:
Property taxes
Other local sources
State sources
Federal sources
Interest
QOther sources

TOTAL REVENUES

EXPENDITURES:

Instruction

Support services:
Pupil services
instructional staff services
General administration services
Business administration services
Pupil transportaticn
Operations and maintenance
Ceniral services

Total Support Services

Community Services
Debt service:
Principal
Interest
Capital outlay

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
(UNDER} EXPENDITURES

OTHER FINANCING SOURCES (USES):
‘Transfers in (out)
Transfers to jocal districts

TOTAL OTHER FINANCING
SOURCES (USES)

NET CHANGE IN FUND BALANCE

Fund Balance, July 1

FUND BALANCE, JUNE 30

General Fund

Budgetary Comparison Schedule
For the Year Ended June 30, 2005

Variances
Positive (Negative)

Budgeted Armounts Criginal Budget Final Budget
Original Final Actual to Final Budgst to Actual
$ 388,247 $ 387335 § 379,897 3 912y % (7,438)
114,942 973,772 555,356 858,830 (418,416)
835,342 1,034,342 958,382 189,000 (75,960}
361 1,514,569 1,186,150 1,514,208 (328,419)
2,000 25,700 29,285 23,700 3,585
160,715 247 479 236,602 86,784 {10,877)
1,501,607 4,183,197 3,345,672 2,681,580 (837,525)
87,702 143,067 120,733 (55,365) 22,334
38,129 348,112 254,415 (309,983) 93,697
592,928 1,601,671 1,282,161 (1,008,743) 319,510
237,068 226,653 215,167 10,415 11,486
323,877 329,030 328,772 (5,153) 258
750 100 68 650 32
166,637 162,432 155,789 4,205 6,643
316,815 347,441 318,548 (30,626) 28,893
1,676,204 3,015,439 2,554,920 (1,339,235) 460,519
93,754 521.312 404,237 (427.558) 117,075
- 17,385 16,083 (17,385} 1,202
1,857,660 3,697,203 3,095,983 (1,839,543} 601,220
{356,053) 485,994 249,689 842,047 {238,305)
250,030 260,741 250,598 10,711 {10,143}
{30,937} {743,189} (477,452) (712,252) 265,737
219,093 (482,448) (226,854) (701,541) 255,594
{136,960) 3,546 22,835 140,506 19,289
1,608,692 1,608,692 1,608,692 - -
$ 1,471,732 $ 1,612,238 $ 1,631,527 $ 140,508 % 19,289




MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
Special Education Fund
Budgetary Comparison Schedule
For the Year Ended June 30, 2005

Variances
Positive (Negative)

Budgeted Amounts Original Budget Final Budget
Original Final Actual to Final Budget fo Actual
REVENUES:
Property taxes $ 3,306,792 $ 3,308,255 $ 3,253,380 $ {6537y % (52,866)
Other local sources 345,833 660,222 665,952 314,389 5,730
State sources 620,847 692,594 690,690 72,147 {2,304)
Federal sources 28,895 6,454,309 5,423,608 6,425 414 (1,030,701)
Interest 10,000 40,000 43,191 30,000 3,191
Other sources 70,362 72,223 43,535 {7,139) (28,688)
TOTAL REVENUES 4,391,729 11,226,003 10,120,365 6,834,274 (1,105,638)
EXPENDITURES:
Instruction 425,103 802,647 724,164 (377,544) 78,483
Support services: -
Pupil services 356,480 1,307,886 1,246,194 (951,396} 61,602
Instructional staff services 359,133 674,404 459,030 (315,271) 215374
General administration services - 16,750 14,850 {16,750) 1,800
Business administration services 11,787 12,097 8,255 310 3,842
Pupil transportation 3,500 2,000 3,878 1,500 {1,878}
Operations and maintenance 3,312 3,878 1.431 (566G) 2,447
Central services - 2,614,412 1,868,354 (2,614,412) 746,058
Other support services 5,000 - - 5,000 -
Total Support Services 739,222 4,631,427 3,601,992 (3,892,205) 1,029,435
Community Services 1,000 88,225 56,468 (87,225) 31,757
Capital outlay - 43,483 36,650 {43.483) 6,833
TOTAL EXPENDITURES 1,165,325 5,565,782 4,419,274 {4,400,457) 1,146,508
EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES 3,226,404 5,660,221 5,701,091 2,433,817 40,870
OTHER FINANCING SOURCES (USES):
Transfers in {out) (153,837) (389,6681) (379,718) (236,124) 9,943
Transfers to local districts (2,494,738) (4,376,015) {5,131,887) (1,881,277) (755,872}
TOTAL OTHER FINANCING
SOURCES (USES) (2,848,275) (4,765,676) {5,511,805) (2,117,401 {745,929)
NET CHANGE IN FUND BALANCE 578,129 894,545 180,486 316,416 {705,059)
Fund Balance, July 1 803,723 803,723 803,723 - -
FUND BALANCE, JUNE 30 § 1381852 § 1,698,268 $ 993,208 $ 316,418 $  (705,059)
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

Year Ended June 30, 2005

NOTE A — SIGNIFICANT ACCOUNTING POLICIES:

The Schedule of Expenditures of Federal Awards is prepared using the same significant
accounting policies as those used in the preparation of the basic financial statements.

NOTE B - RECONCILIATION OF FEDERAL AWARDS:

Management has utilized the Grants Section Auditors Report (R7120) in preparing the
Schedule of Expenditures of Federal Awards. The amount received as listed on Form
R7120 of $6,195,859 equals the U.S. Department of Education Grants passed through
from the Michigan Department of Education.

The difference between the federal revenue listed in the basic financial statements and the
total federal expenditures listed on the Schedule Expenditures of Federal Awards of
$3,706, the Federal payment in lieu of taxes.
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ANDERSON, TACKMAN & COMPARNY, P.L.C. MICHICAN

ESCANABA

CERTIFIED PUBLIC ACCOUNTANTS IRON MOUNTAIN

KINROSS

PARTNERS MARQUETTE

JOMN W, BLEMBERG, CRA ROBERT 1 DOWRNS, CPA, CVA DANIEL E. BIANCHI, CPA WASCONSIN

GREEN BAY
MILWAUKEE

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMETNS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Education
Marquette-Alger Regional Educational Service Agency
Marquette, Michigan 49855

We have audited the financial statements of Marquette-Aiger Regional Educational Service
Agency as of and for the year ended June 30, 2005, and have issued our report thereon
dated September 14, 2005. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States.

Compliance
As part of obtaining reasonable assurance about whether Marquette-Alger Regional

Educational Service Agency’s financial statements are free of material misstatement, we
performed tests of its compliance with certain provisions of laws, regulations, contracts and
grants, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do
not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

internal Control Over Financial Reporting

In planning and performing our audit, we considered whether Marquette-Alger Regional
Educational Service Agency's internal control over financial reporting in order to determine
our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control over financial reporting.
Our consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be material
weaknesses. A material weakness is a condition, in which the design or operation of one
or more of the internal control components does not reduce, to a relatively low level, the
risk that misstatements in amounts that would be material in relation to the general
purpose financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We
noted no matters involving the internal control over financial reporting and its operation that
we consider to be material weaknesses.

This report is intended solely for the information and use of the Board of Education,
management, and federal awarding agencies and pass-through entities and is not intended
to be, and should not be, used by anyone other than these specified parties.

Ardorson, 7ackmar & Compary, e
Certified Public Accountants

September 14, 2005
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ANDERSON, TACKMAN & COMPANY, P.L.C. HICHCAN

ESCANABA

CERTIHED PUBLIC ACCOUNTANTS IRON MCUNTAIN

KINROSS

PARTMNERS MARQUETTE

JOHN W, BLEMBERS, CRA ROBERY J. DOWNS, CPA, CVA DANIEL E. BIANCHI, CPA WISCONSIN

GREEN BAY
MEWAUKEE

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO
EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE
[N ACCORDANCE WITH OMB CIRCULAR A-133

Board of Education
Marquette-Alger Regional Educational Service Agency
Marquette, Michigan 49855

Compliance
We have audited the compliance of Marguette-Alger Regional Educational Service

Agency’s with the types of compliance requirements described in the U.S. Office of
Management and Budget (OMB) Circular A-133 Compliance Supplement that are
applicable to each of its major federal programs for the year ended June 30, 2005.
Marquette-Alger Regional Educational Service Agency’s major federal programs are
identified in the summary of auditor's results section of the accompanying schedule of
findings and guestioned costs. Compliance with the requirements of laws, regulations,
contracts and grants applicable to each of its major federal programs is the responsibility of
Marquette-Alger Regional Educational Service Agency’s management. Our responsibility
is to express an opinion on Marquette-Alger Regional Educational Service Agency's
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements referred to above that could have a direct and material
effect on a major federal program occurred. An audit includes examining, on a test basis,
evidence about Marquette-Alger Regional Educational Service Agency’s compliance with
those requirements and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion,
Our audit does not provide a legal determination on Marquette-Alger Regional Educational
Service Agency’s compliance with those requirements.

In our opinion, Marquette-Alger Regional Educational Service Agency complied, in all
material respects, with the requirements referred to above that are applicable to each of its
major federal programs for the year ended June 30, 2005.
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Educational Service Agency
Marguette, Michigan 49855

Internal Control Over Compliance

The management of Marquette-Alger Regional Educational Service Agency is responsible
for establishing and maintaining effective internal control over compliance with
requirements of laws, regulations, contracts, and grants applicable to federal programs. In
planning and performing our audit, we considered Marquette-Alger Regional Educational
Service Agency’s internal control over compliance with requirements that could have a
direct and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion Marquette-Alger Regional on
compliance and to test and report on internal control over compliance in Board of
Education accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is
a condition, in which the design or operation of one or more of the internal control
components does not reduce, to a relatively low level, the risk that noncompliance with
applicable requirements of laws, regulations, contracts and grants that would be material in
relation to a major federal program being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions.
We noted no matters involving the internal control over compliance and its operation that
we consider to be material weaknesses.

This report is intended solely for the information of the Board of Education, management,
and federal awarding agencies and pass-through entities, and is not intended to be, and
should not be, used by anyone other than these specified parties.

Arderson, 7ackman & Company, FLC

Certified Public Accountants

September 14, 2005
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MARQUETTE-ALGER REGIONAL EDUCATIONAL SERVICE AGENCY
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Year Ended June 30, 2005

SUMMARY OF AUDIT RESULTS:

1. The auditors’ report expresses an ungualified opinion on the financial statements of
Marquette-Alger Regional Educational Service Agency.

2. No reportable conditions were disclosed during the audit of the financial statements.
3. No instances of noncompliance material to the financial statements of Marquette-
Alger Regional Educational Service Agency, which would be required to be reported

in accordance with Government Auditing Standards, were disclosed during the
audit.

4. No reportable conditions were disclosed regarding the major federal award
programs.

5. The auditors’ report on compliance for the major federal award programs for
Marquette-Alger Regional Educational Service Agency expresses an unqualified
opinion on all major federal programs.

6. There are no audit findings that require disclosure under Section 510(a) of OMB
Circular A-133.

7. The programs tested as major include State Program Improvement Grants (CFDA
#84.323).

8. The threshold for distinguishing Type A & B programs was $300,000.

9. Marquette-Alger Regional Educational Service Agency qualified as a low-risk
auditee.

FINDINGS ~ FINANCIAL STATEMENT AUDIT:

None

FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD PROGRAMS
AUDIT:

None
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